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 Answer all questions. Show all calculations and workings clearly. 
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Question  Topic  Marks  Time 
1  Multiple choice (all units)  26  47 minutes 
2  Investment appraisal  25  45 minutes 
3  Discontinuation  12  22 minutes 
4  Limiting factors  17  30 minutes 
5  Special order  20  36 minutes 
    100  180 minutes 
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Question 1 {26} 
 
Choose the correct option (letter) and write it next to the question number in your script. Show 
all calculations where applicable. 
 
1.1 Which of the following is not an appropriate term for the required rate of return? (1) 
a. Discount rate 
b. Hurdle rate 
c. Cost of capital 
d. All these answers are correct 
 
1.2 Which of the following results of the net present value method in capital 
budgeting is the least acceptable? (1) 
a. (R10 000) 
b. R7 000 
c. (R18 000) 
d. R0 
 
1.3 The capital budgeting method that calculates the discount rate at which the 
present value of expected cash inflows from a project equals the present value 
of expected cash outflows is the: (1) 
a. Net present value method 
b. Accrual accounting rate of return method 
c. Payback method 
d. Internal rate of return method 
 
1.4 The net initial investment for a piece of construction equipment is R1 000 000. 
Annual cash inflows are expected to increase by R200 000 per year. The 
equipment has an 8-year useful life. What is the payback period? (1) 
a. 8 years 
b. 7 years 
c. 6 years 
d. 5 years 
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1.5 In capital budgeting , the payback method approach to the investment decision 
highlights: (1) 
a. cash flow over the life of the investment 
b. the liquidity of the investment 
c. the tax savings of the depreciation amounts 
d. having as lengthy payback time as possible 
 
1.6 The approach to capital budgeting which divides an accounting measure of 
income by an accounting measure of investment is the: (1) 
a. net present value 
b. internal rate of return 
c. accrual accounting rate of return 
d. payback method 
 
1.7 In capital budgeting, a project is accepted only if the internal rate of return 
equals or: (1) 
a. Exceeds the required rate of return 
b. Is less than the required rate of return 
c. Exceeds the net present value 
d. Exceeds the accrual accounting rate of return 
 
1.8 In the analysis of a capital budgeting proposal, which of the following items 
have no after-tax consequences? (1) 
a. Cash flow from operations 
b. Gain or loss on the disposal of the asset 
c. Reduction of working capital balances at the end of the useful life of the 
capital asset 
d. None of these answers are correct 
 
1.9 In multiproduct situations, when sales mix shifts toward the product with the 
highest contribution margin then: (1) 
a. Total revenues will decrease 
b. Breakeven quantity will increase 
c. Total contribution margin will decrease 
d. Operating income will increase 
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Karabo sells only two products: Product A and Product B. 
 
 Product A Product B Total 
Selling price R40 R50  
Variable cost per unit R24 R40  
Total fixed cost   R840 000 
 
 
1.10 Karabo sells two units of Product A for each unit it sells of Product B. Karabo 
faces a tax rate of 30%. Karabo desires a net after-tax income of R73 500. 
The breakeven point in units would be: (4) 
a. 40 000 units of Product A and 20 000 units of Product B 
b. 22 500 units of Product A and 45 000 units of Product B 
c. 43 500 units of Product A and 21 750 units of Product B 
d. 45 000 units of Product A and 22 500 units of Product B 
 
Lebo Lighting manufactures small flashlights and is considering raising the price by 50 cents 
a unit for the coming year. With a 50-cent price increase, demand is expected to fall by 3 000 
units. 
 
 Currently Projected 
Demand 20 000 units 17 000 units 
Selling price R4.50 R5.00 
Incremental cost per unit R3.00 R3.00 
 
1.11 If the price increase is implemented, operating profit is projected to: (3) 
a. Increase by R4 000 
b. Decrease by R4 000 
c. Increase by R6 000 
d. Decrease by R4 500 
 
1.12 A computer system installed last year is an example of a(n): (1) 
a. Sunk cost 
b. Relevant cost 
c. Differential cost 
d. Avoidable cost 
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1.13 In evaluating different alternatives, it is useful to concentrate on: (1) 
a. variable costs 
b. fixed costs 
c. total costs 
d. relevant costs 
 
1.14 Relevant information has all of these characteristics EXCEPT: (1) 
a. past costs are irrelevant 
b. all future revenues and expenses are relevant 
c. different alternatives can be compared by examining differences in total 
revenue and expenses 
d. qualitative factors should be considered 
 
1.15 Employee morale at Thabo Ltd. is very high. This type of information is known 
as a: (1) 
a. qualitative factor 
b. quantitative factor 
c. non-measurable factor 
d. financial factor 
 
Buco Limited has provided the following cost data for last year when 100 000 units (normal 
production) were produced and sold (selling for R10 per unit): 
 
Raw material R250 000 
Direct labour R110 000 
Manufacturing overhead R370 000 
Selling and administrative expense R120 000 
 
All costs are variable except for R100 000 of manufacturing overhead and R100 000    
of selling and administrative expense. There is no opening or closing inventory.  
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1.16 The break-even in units for Buco Limited is: (2) 
a. 57 143 units 
b. 47 669 units 
c. 83 420 units 
d. 54 054 units 
 
1.17 The contribution ratio of a company is 75%. The contribution is R900 000. 
Total fixed cost is double the total variable cost at the particular activity level. 
The degree of operating leverage is: (4) 




d. The company is making a loss at this particular activity level. 
Therefore, degree of operating leverage is 0 
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Question 2 {25} 
 
Nelly's Smelly Cheeses Ltd is considering starting a new line of cheese, called the Common 
Bear Cheese. The company expects that the cheese will sell well as time progresses, 
specifically: 
 
2018 10 000 blocks of cheese 
2019 150 000 blocks of cheese 
2020 200 000 blocks of cheese 
 
As the new cheese is introduced to the market, the price will gradually be increased from R10 
per block in 2018, to R12 per block in 2019, to R15 per block in 2020. Prime cost amounts to 
R5 per block of cheese and will remain unchanged for the duration of the project. Marketing 
costs are estimated to be R20 000 per annum. 
 
A special cheese-making machine will be purchased at the beginning of 2018 for R250 000. 
At the end of the project it will be sold for R120 000. SARS will allow wear and tear of 20% to 
be deducted for tax purposes. 
 
The company's investment in working capital will increase by R100 000, which is expected 
to be recovered in full at the end of the project. Assume a tax rate of 28%. Tax is paid in the 
year following the year of assessment and SARS allows assessed losses to be carried over. 
Assume that all cash flows occur at the end of the year, except the investment in working 
capital, and other costs specified above, which will occur at the beginning of the year. You 




2.1 Calculate the NPV of the proposed cheese factory and comment on 
whether this is a viable investment, if the company's after-tax cost of 
capital is 10%. (25) 
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Question 3 {12} 
 
The Happy Coffee Company has two branches, Thabo and Jabu. Your uncle is the 
manager at the Jabu branch, and is very concerned. He has been asked to attend a special 
management meeting next week, in which the planned closure of the Jabu branch will be 
discussed. He was very surprised to hear this, since the Jabu branch is the busiest branch 
and has lots of loyal customers. He has managed to obtain the following analysis on which 
the preliminary decision to close the Jabu branch has been based: 
  Jabu Thabo 
Cups of coffee sold per day 500 400 
Open days per year 300 300 
Selling price per cup of coffee R10.10 R11.00 
Direct variable cost per cup of coffee R5.00 R5.00 
Non-manufacturing variable costs per cup of coffee R1.00 R1.00 
Direct fixed costs per year R125 000 R65 000 
Non-manufacturing fixed costs per year R500 000 R400 000 
      
Revenue R1 515 000 R1 320 000 
Direct variable costs (R750 000) (R600 000) 
Direct fixed costs (R125 000) (R65 000) 
Gross profit (R640 000) R655 000 
Non-manufacturing variable costs (R150 000) (R120 000) 
Non-manufacturing fixed costs (R500 000) (R400 000) 
Net profit / loss (R10 000) R135 000 
     
Annual saving by closing Jabu branch R10 000 
 
Your uncle has no financial background, but he insists that there has to be an error in the 
analysis. He knows that you are in your final year of your accounting studies and he has 
asked you to look at the report, identify any errors and explain them to him so he can defend 
his branch at next week’s meeting. 
From your preliminary investigation, you have learned that if the Jabu branch is closed, 
direct fixed costs of the branch would be completely avoidable and the organisation’s total 
indirect fixed costs would be reduced by 30%. 
  





3.1 Redo the analysis. Clearly show all relevant and irrelevant costs and 
revenues. (6) 
 
3.2 Make a recommendation on whether the Jabu branch should be closed.  
Include financial and non-financial considerations in your motivation of 
the recommendation. (4) 
 
3.2 Critically evaluate and comment on errors made in the original analysis. (2) 
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Question 4 {17} 
 
The Alien Company produces two types of products namely XXX and ZZZ.  
 
The statement below shows the selling price and product costs for each product type at full 
capacity, based on absorption costing principles. 
    
 XXX ZZZ 
Selling price per unit R6 400 R5 600 
Less: Manufacturing cost per unit   
     Direct material @ R12 per gram R1 800 R1 200 
     Direct labour R1 200 R800 
     Variable manufacturing overhead R800 R400 
     Fixed manufacturing overhead absorbed R1 800 R1 200 
Total product cost R5 600 R3 600 
Profit per product R800 R2 000 
 
Additional information:  
Demand per period 6 000 8 000 
Minutes per product produced on machine 180 132 
 
 Each of the products is produced using the same machine. This machine has a 
maximum capacity of 30 000 hours per period.  




4.1 Determine the optimal production mix.  (17) 
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Question 5 {20} 
 
Fruit Loops Ltd is a world leader in consumer electronics products. The company has a special 
production facility for manufacturing its best-selling item, the Fruit Fone. 
The following standards per Fruit Fone are provided: 
Selling price R9 000 
Direct materials R2 250 
Direct labour (120 minutes) R3 600 
Total manufacturing overheads (30 minutes) * R450 
* Included in the above are fixed manufacturing overheads of R3 600 000 per month.  
Overheads are allocated to production on the basis of machine hours, based on a normal 
capacity of 12 000 hours per month. Manufacturing capacity is limited by a maximum of 
15 000 machine hours per month. 
From past experience, the management team expects that the facility will only be operating 
at 60% of maximum capacity in January 2018. 
Since this spare capacity is only short-term, Fruit Loops Ltd created a special order committee. 
The committee’s goal is to find a partner that would place a special order to utilise this 
temporary spare capacity. The committee has already spent R150 000 on business trips and 
research, and have identified the following interested parties: 
GrapeFruit CC 
GrapeFruit CC requires 4 000 units, which the company will market under their own brand. 
The GrapeFruit CC logo has to be engraved on the aluminium back of the device at a cost of 
R140 per unit. The packaging will also need to be re-designed at a once-off cost of R100 000. 
Apart from that the unit will be identical to the Fruit Fone. GrapeFruit CC is willing to pay          
R6 950 per unit and plans to sell it for R7 999 per unit. 
 
BlueBerry PLC 
BlueBerry PLC is located in Mozambique and submitted an order for 2 500 units, 
manufactured according to their specific design. Their BlueBerry Phone would be completely 
different to the Fruit Fone, as they are focusing on a niche market not targeted by Fruit Loops 
Ltd. However, the same machines and labourers will be used to manufacture this order.  
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Details are as follows: 
Selling price (per unit) R9 700 
Direct materials (per unit) R4 550 
Direct labour (150 minutes per unit) ? 
Overheads (60 minutes per unit) ? 
 
Extra (once-off) setup costs of R150 000 will have to be incurred to produce this product. 




5.1 Calculate if there is sufficient capacity of machine hours to accept and 
complete the special orders in January 2018. (3) 
 
5.2 Calculate the profit or loss for each special order. Clearly show all 
relevant and irrelevant costs. (12) 
 
5.3 Prepare a report to be presented to the special order committee, 
advising on which special order(s) Fruit Loops Ltd should accept, if any. 
Mention quantitative and at least two qualitative factors considered in 
making your recommendation. (5) 
 
 
Total marks [100] 
` 
